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United States in the first place a note issue capable of indefinite
expansion so long as the supply of eligible paper was adequate,
and thus provided for the needs of expanding commerce, for
seasonal requirements, and for meeting an unusual demand
for notes of unimpeachable security at a time of crisis, Federal
Reserve notes being a liability of the United States Govern-
ment. The arrangement by which member banks could imme-
diately strengthen their reserves by rediscounting with the
Reserve Banks it was hoped would make them absolutely liquid
at all times, and the fairly high reserve percentages required to
be kept by the Reserve Banks would, it was thought, make the
gold standard as secure as it could be made anywhere. The
control of commercial credit through the rediscount rate was
strong and sensitive. But member banks were still left with
considerable independence in making short loans to stock-
brokers, and a weak point of the system was the poor measure
of control exercised by the Board over stock-market speculation.
Moreover, the establishment of the Federal Reserve plan did
nothing to replace the many thousands of small independent
banks by larger institutions spreading their risks over wide
areas and over many industries and trades. And it still left a
very large number of banks, the so-called State banks, which
derived their powers from State legislation, outside the sphere
of central control and, indeed, in keen competition with National
banks; for the State banks were not compelled to join the
Federal system, and most of them did not join.

Summary of Monetary Systems as in 1914

It is now possible to view as a whole the world's financial
system as it existed in the few years which immediately pre-
ceded the outbreak of war in 1914. Nearly all the countries of
Europe and North America as well as South Africa, Australia,
and New Zealand had currencies based directly upon their
own gold reserves and many of them had standard gold coins
in circulation; while most of the colonies and protectorates of
Great Britain and of other European countries had currencies
based directly or indirectly upon gold. Inconvertible paper